
0MB Number 3235-0123

Expires April 302013

Estimated average burden

hours per response 12.00

0MB APPROVAL -J

OI

_____________________________________________13012431 UNITEDSTATES _________________
SECURITIES AND EXChANGE COMMISSION

Washington D.C 20549

ANNUAL AUDITED REPORT
FORM X-17A-5 SEC FILE NUMBER

835f
FAcING PAcr

Information Required of Brokers and Dealers Pursuant to Section 17 of the

Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING AND ENDING__________________
MM/DD/YY MM/DD/YY

REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER OFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS Do not use P.O Box No FIRM i.D NO

No and Street

City State Zip Code

NAME AND TELEPHONE NUMBE1 OVPEO RDTO THIS REPORT

Area Code Telephone Number

ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNT whose opinion is contained in this Report

Name if individual state Ia irst middle name

LC_________
Address City

LI

RFCEIED
CHECK ONE

Certified Public Accountant FEB 2013

Public Accountant

Accountant not resident in United
14REGISTRATIONS

I3RAkI

FOR OFFICIAL USE ONLY

Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant

must be supported by statement offacts and circumstances relied on as the basis for the exemption See Section 240.1 7a-5

Potential perSons haib1feSdhdtdihe collection of

Information contained Infhls form are not required to respond
SEC 1410 0602 unless the form displays currently valid OM control number



OPTIONSXPRESS INC

SEC I.D NO 8-52354

Statement of Financial Condition as of December 31 2012
and Independent Auditors Report and Supplemental Report

on Internal Control



SEC
Mail Processing

Section

FEB 282013

Washington ye
402

OPTIONSXPRESS INC

SEC I.D NO 8-52354

Statement of Financial Condition as of December 31 2012

and Independent Auditors Report and Supplemental Report

on Internal Control

PUBLIC DOCUMENT

Pursuant to Rule 7a-5e3 under

the Securities Exchange Act of 1934



lo tte
Deloitte Touche LIP

111 Wacker Drive

Chicago IL 60606

USA

Tel 312 486 1000

Fax 3124861486

www.deloitte.com

INDEPENDENT AUDITORS REPORT

To the Stockholder of

optionsXpress Inc

Chicago Illinois

We have audited the accompanying statement of financial condition of optionsXpress Inc

the Company wholly owned subsidiary of optionsXpress Holdings Inc wholly owned

subsidiary of The Charles Schwab Corporation as of December 31 2012 and the related notes

the financial statement that you are filing pursuant to Rule 7a-5 under the Securities Exchange

Act of 1934 and Regulation 1.16 under the Commodity Exchange Act

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of the financial statement that is free from material misstatement whether due to fraud or

error

Auditors Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit We conducted

our audit in accordance with auditing standards generally accepted in the United States of America Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statement is free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or error

In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the financial statement in order to design audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control Accordingly we express no such opinion An audit also includes

evaluating the appropriateness of accounting policies used and the reasonableness of significant

accounting estimates made by management as well as evaluating the overall presentation of the financial

statement

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for

our audit opinion

Member of

Deloitte Touche Tohmatsu Limited



Opinion

In our opinion the financial statement referred to above presents fairly in all material respects the

financial position of optionsXpress Inc as of December31 2012 in accordance with accounting

principles generally accepted in the United States of America

1L
February 26 2013



OPTLONSXPRESS INC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2012 Tn thousands except share and per share amounts

Assets

Cash and cash equivalents 19295

Cash and other assets segregated and on deposit for regulatory purposes 1052538

Receivables from brokers dealers and clearing organizations 32023

Receivables from brokerage clients net 151442

Equipment and office facilities net 7055

Goodwill 62824

Other assets 4391

Total assets 1329568

Liabilities and Stockholders Equity

Payables to brokers dealers and clearing organizations 2699

Payables to brokerage clients 1141786

Accrued expenses and other liabilities 21709

Payables to affiliates 1432

Total liabilities 1167626

Stockholders equity

Common stock 25000000 shares authorized $0.01 par value

per share 1000 shares issued and outstanding

Additional paid-in capital 141430

Retained earnings 20512

Total stockholders equity 161942

Total liabilities and stockholders equity 1329568

See notes to financial statements

-3-



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Organization and Nature of Business

optionsXpress Inc the Company is wholly-owned subsidiary of optionsXpress Holdings Inc the

Parent which is wholly-owned subsidiary of The Charles Schwab Corporation CSC The Company

provides internet-based option stock mutual fund fixed income and futures brokerage services to retail

clients located throughout the United States and certain foreign countries

The Company is broker-dealer registered with the United States Securities and Exchange Commission

SEC and is member of the Financial Industry Regulatory Authority Inc FINRA the Securities

Investor Protection Corporation SIPC the National Securities Clearing Corporation and the Depository

Trust Company together the Depository Trust Clearing Corporation or DTCC and the Options

Clearing Corporation 0CC The Company is also member of various exchanges including the

Chicago Board Options Exchange CBOE American Stock Exchange International Securities

Exchange NYSE Arca Exchange and NASDAQ OMX PHLX Inc In addition the Company is

registered with the Commodity Futures Trading Commission CFTC and is member of the National

Futures Association NFA

The Company provides clearing and execution services for its clients and the clients of its affiliates

optionsXpress Australia Pty Limited and optionsXpress Singapore Pte Ltd As the clearing broker the

Company maintains custody and control over the assets in those client accounts and provides back office

functions including maintaining client accounts extending credit in margin accounts settling stock and

bond transactions with the DTCC and option transactions with the 0CC settling trading revenue and

clearing fees preparing client trade confirmations and statements performing designated cashier

functions including the delivery and receipt of funds and securities to or from the client possession or

control of client securities safeguarding client funds and transmitting tax accounting information to the

client and to the applicable tax authorities and forwarding prospectuses proxies and other shareholder

information to clients The Company clears all of its U.S futures accounts transactions as non-clearing

futures commission merchant through an omnibus account arrangement with clearing futures

commission merchant clearing FCM

Summary of Significant Accounting Policies

Basis of presentation

The accompanying statement of financial condition has been prepared in conformity with accounting

principles generally accepted in the United States of America which require management to make certain

estimates and assumptions that affect the reported amounts in the accompanying financial statement

Certain estimates relate to valuation of goodwill allowance for doubtful accounts and legal and

regulatory reserves Actual results may differ from those estimates

Cash and cash equivalents

The Company considers all highly liquid investments with original maturities of three months or less that

are not segregated and on deposit for regulatory purposes to be cash equivalents Cash and cash

equivalents include deposits with banks and commercial paper

-4-



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Cash and other assets segregated and on deposit for regulatory purposes

Cash and other assets segregated and on deposit for regulatory purposes include interest-bearing cash

deposits from clients security accounts held in special reserve bank account according to Rule 5c3 -3

of the Securities Exchange Act of 1934 and interest-bearing cash deposits including open trade equity

and cash deposits with clearing FCM that have been segregated or secured for the benefit of futures

clients according to the regulations of the CFTC governing futures commission merchant

Securities borrowed and securities loaned

Securities borrowed require the Company to deliver cash to the lender in exchange for securities and are

included in receivables from brokers dealers and clearing organizations For securities loaned the

Company receives collateral in the form of cash in an amount equal to or greater than the market value of

securities loaned Securities loaned are included in payables to brokers dealers and clearing

organizations The Company monitors the market value of securities borrowed and loaned with

additional collateral obtained or refunded to ensure full collateralization

Client transactions

Clients securities transactions excluding futures activity are recorded on settlement-date basis Futures

securities transactions are recorded on trade-date basis Securities owned by clients including those that

collateralize margin or similar transactions are not reflected in the statement of financial condition

Receivables from brokerage clients

Receivables from brokerage clients include margin loans to clients and are recorded net of an allowance

for doubtful accounts Receivables from brokerage clients that remain unsecured or partially secured for

an extended period of time are fully reserved

Equipment and office facilities

Equipment and office facilities are recorded at cost net of accumulated depreciation and amortization

Equipment and office facilities are depreciated on straight-line basis over an estimated useful life of

three to five years Leasehold improvements are amortized on straight-line basis over the shorter of the

estimated useful life of the asset or the term of the lease Software and certain costs incurred for

purchasing or developing software for internal use are amortized on straight-line basis over an estimated

useful life of three years Equipment and office facilities are reviewed for impairment whenever events or

changes in circumstances indicate that the carrying amount of such assets may not be recoverable

Goodwill

Goodwill
represents the fair value of acquired businesses in excess of the fair value of the individually

identified net assets acquired Goodwill is not amortized but is tested for impairment annually or

whenever indications of impairment exist In testing for potential impairment of goodwill management
estimates the fair value of the Companys reporting unit defined as the business for which financial

information is available and reviewed regularly by management and compares it to its carrying value

-5-



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

The estimated fair value of the reporting unit is established using discounted cash flow model that

includes significant assumptions about the future operating results and cash flows of the reporting unit

As allowed by applicable accounting standards the Company can elect to qualitatively assess goodwill

for impairment if it is more likely than not that the fair value of reporting unit exceeds its carrying

value The Companys annual impairment testing date is April 1St

In testing for potential impairment of goodwill on April 2012 the Company used discounted cash

flow model instead of the qualitative assessment methodology As result of this test the fair value of the

Companys reporting unit as indicated by discounted cash flow model substantially exceeded its fair

value and therefore management concluded that no amount of goodwill was impaired

Income taxes

The Company is included in the consolidated income tax return of CSC It provides for income taxes on

all transactions that have been recognized in the financial statement on pro rata basis with CSCs other

subsidiaries in the consolidated income tax return Accordingly deferred tax assets are adjusted to reflect

the tax rates at which future taxable amounts will likely be settled or realized The effects of tax rate

changes on future deferred tax assets and deferred tax liabilities as well as other changes in income tax

laws are recorded in earnings in the period during which such changes are enacted

Fair values of assets and liabilities

Fair value is defined as the price that would be received to sell an asset or the price paid to transfer

liability in an orderly transaction between market participants at the measurement date Fair value

measurement accounting guidance describes the fair value hierarchy for disclosing assets and liabilities

measured at fair value based on the inputs used to value them The fair value hierarchy maximizes the use

of observable inputs and minimizes the use of unobservable inputs Observable inputs are based on

market pricing data obtained from sources independent of the Company quoted price in an active

market provides the most reliable evidence of fair value and is generally used to measure fair value

whenever available Unobservable inputs reflect managements judgment about the assumptions market

participants would use in pricing the asset or liability Where inputs used to measure fair value of an asset

or liability are from different levels of the hierarchy the asset or liability is categorized based on the

lowest level input that is significant to the fair value measurement in its entirety Assessing the

significance of particular input requires judgment The fair value hierarchy includes three levels based

on the objectivity of the inputs as follows

Level inputs are quoted prices in active markets as of the measurement date for identical assets

or liabilities that the Company has the ability to access

Level inputs are inputs other than quoted prices included in Level that are observable for the

asset or liability either directly or indirectly Level inputs include quoted prices for similar

assets and liabilities in active markets and inputs other than quoted prices that are observable

for the asset or liability such as interest rates benchmark yields issuer spreads new issue data

and collateral performance
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OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Level inputs are unobservable inputs for the asset or liability and include situations where

there is little if any market activity for the asset or liability

Assets and liabilities recorded at fair value

The Company uses the market and income approaches to determine the fair value of assets and liabilities

When available the Company uses quoted prices in active markets to measure the fair value of assets and

liabilities When utilizing market data and bid-ask spread the Company uses the price within the bid-ask

spread that best represents fair value When quoted prices do not exist the Company uses prices obtained

from independent third-party pricing services to measure the fair value of investment assets The

Company does not adjust the prices received from independent third-party pricing services unless such

prices are inconsistent with the definition of fair value and result in material difference in the recorded

amounts

Financial instruments not recorded at fair value

Descriptions of the valuation methodologies and assumptions used to estimate the fair value of financial

instruments not recorded at fair value are described below The Companys financial instruments not

recorded at fair value but for which fair value can be approximated and disclosed include

Cash and cash equivalents are short-term in nature and accordingly is recorded at amounts that

approximate fair value

Cash and other assets segregated and on deposit for regulatory purposes are short-term in nature and

accordingly are recorded at amounts that approximate fair value

Receivables from/payables to brokers dealers and clearing organizations are recorded at contractual

amounts and historically have been settled at those values and are short-term in nature and therefore

approximate fair value

Receivables from/payables to brokerage clientsnet are recorded at contractual amounts and historically

have been settled at those values and are short-term in nature and therefore approximate fair value

Adoption of New Accounting Standards

Testing Goodwillfor Impairment In September 2011 the Financial Accounting Standards Board issued

new guidance allowing companies to consider qualitative factors before performing quantitative

assessment when determining whether goodwill is impaired which is effective for goodwill impairment

tests performed after January 2012 Specifically there is no longer requirement to perform the two

step goodwill impairment test unless the entity determines that based on qualitative factors it is more

likely than not that the fair value of reporting unit is less than its carrying amount The adoption of this

new guidance did not have material impact on the Companys financial position
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OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Receivables from Brokerage Clients

Receivables from brokerage clients consist primarily of margin loans to brokerage clients of $150386
Securities owned by brokerage clients are held as collateral for margin loans Such collateral is not

reflected in the statement of financial condition

Receivables from Brokers Dealers and Clearing Organizations

Amounts receivable from brokers dealers and clearing organizations consisted of the following at

December 31 2012

Deposits with clearing organizations 21087

Deposits for securities borrowed 7933
Other receivables from brokers dealers and clearing organizations 3003

Total receivables from brokers dealers and clearing organizations 32023

Equipment and Office Facilities

Equipment and office facilities consisted of the following at December 31 2012

Computer software 18647
Furniture and equipment 17159

Leasehold improvements 4113

39919
Less accumulated depreciation and amortization 32864

Total equipment and office facilities net 7055

Payables to Brokers Dealers and Clearing Organizations

Payables to brokers dealers and clearing organizations at December 31 2012 consisted of the following

Deposits for securities loaned 1795

Payable for securities failed to receive 904

Total payables to brokers dealers and clearing organizations 2699

Payables to Brokerage Clients

The principal source of funding for the Companys margin lending is cash balances in brokerage client

accounts which are included in payables to brokerage clients Cash balances in interest-bearing brokerage

client accounts were $1021281 at December 31 2012
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OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities consisted of the following at December 31 2012

Accrued expenses 11391

Accrued compensation 6172

Current and deferred income taxes payable 3339
Other 807

Total accrued expenses and other liabilities 21709

Taxes on Income

The Companys tax liability excludes the excess tax benefits from the exercise of stock options and the

vesting of restricted stock awards The excess tax benefits which otherwise would for accounting

purposes provide reduction of income taxes payable are remitted to CSC through the payables to

affiliates pursuant to the provisions of the Companys tax sharing arrangement

Deferred tax assets liabilities were comprised of the following at December 31 2012

Deferred tax assets

Employee compensation severance and benefits 2586

Reserves and allowances 1660

State and local taxes 250

Other 30

Total deferred tax assets 4526

Deferred tax liabilities

Depreciation and amortization 3923
Capitalized internal-use software development costs 1171

Total deferred tax liabilities 5094

Deferred tax liability net 568

Federal tax examinations for all years ending through December 31 2009 have been completed The

years open to examination by state and local governments may vary by jurisdiction

10 Fair Values of Assets and Liabilities

For description of the fair value hierarchy and the Companys fair value methodologies including the

use of independent third-party pricing services see note Summary of Significant Accounting

Policies The Company did not transfer any assets or liabilities between Level and Level during

2012 In addition the Company did not adjust prices received from the primary independent third-party

pricing service at December 31 2012

-9-



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Financial Instruments Recorded at Fair Value

The Companys assets recorded at fair value includes commercial paper which is included in cash and

cash equivalents and was classified as Level in the amount of $16462 at December 31 2012 The

Company did not have any assets utilizing Level or Level inputs as of December 31 2012 The

Company did not have any liabilities recorded at fair value as of December 31 2012

Financial Instruments Not Recorded at Fair Value

Descriptions of the valuation methodologies and assumptions used to estimate the fair value of financial

instruments not recorded at fair value are also described in note Summary of Significant Accounting

Policies There were no significant changes in these methodologies or assumptions during the year ended

December 31 2012 The following table presents the fair value hierarchy for financial instruments not

recorded at fair value at December 31 2012

Quoted Prices

in Active Markets Significant Significant

for Identical Other Observable Unobservable

Carrying Assets Inputs Inputs Balance at

Amount Level Level Level Fair Value

Assets

Cash and cash equivalents 2833 2833 2833

Cash and other assets segregated and on

deposit for regulatory purposes 1052538 1052538 1052538

Receivables from brokers dealers and clearing

organizations 32023 32023 32023

Receivables from brokerage clients net 151442 151.442 151.442

Total 1.238.836 51.238.836 $L238.836

Liabilities

Payables to brokers dealers and clearing

organizations 2699 2699 2699

Payables to brokerage clients 1.141.786 1.141.786 1.141.786

Total L144.485 $1.144.485 51.144.485

11 Commitments Contingent Liabilities and Off-Balance Sheet Risk

Commitments The Company enters into agreements to purchase telecommunications and data

services from various service providers These agreements expire on various dates through September

2015 The fixed and determinable portions of these obligations are $732 for the year ending December 31

2013 $600 for the year ending December 31 2014 and $450 for the year ending December 31 2015

General Contingencies The Company extends margin credit and leverage to its clients which are

subject to various regulatory and clearing firmmargin requirements Margin credit balances are

collateralized by cash and securities in the clients accounts Leverage involves securing large potential

future obligation with lesser amount of cash or securities The risks associated with margin credit and

leverage increase during periods of fast market movements or in cases where leverage or collateral is

concentrated and market movements occur During such times clients who utilize margin credit or

10



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FiNANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

leverage and who have collateralized their obligations with securities may find that the securities have

rapidly depreciating value and may not be sufficient to cover their obligations in the event of liquidation

The Company is exposed to credit risk when its clients execute transactions such as short sales of options

and equities or futures transactions that can expose them to risk beyond their invested capital In addition

the Company may be obligated for margin extended to the Companys clients by its third-party clearing

agent on futures positions

The margin and leverage requirements that the Company imposes on its client accounts meet or exceed

those required by various regulatory requirements and Regulation of the Board of Governors of the

Federal Reserve The amount of this risk is not quantifiable since the risk is dependent upon analysis of

potential significant and undeterminable rise or fall in stock prices

As result the Company is exposed to significant off-balance sheet credit risk in the event client

collateral is not sufficient to fully cover losses that clients may incur In the event clients fail to satisf

their obligations the Company may be required to purchase or sell financial instruments at prevailing

market prices to fulfill the clients obligations The Company believes that it is unlikely that it will have

to make any material payments under these arrangements and no liabilities related to these guarantees

and indemnifications have been recognized in the accompanying financial statement

The Company borrows securities temporarily from other broker-dealers in connection with its broker-

dealer business The Company deposits cash as collateral for the securities borrowed Decreases in

securities prices may cause the market value of the securities borrowed to fall below the amount of cash

deposited as collateral In the event the counterparty to these transactions does not return the cash

deposited the Company may be exposed to the risk of selling the securities at prevailing market prices

The Company seeks to manage this risk by requiring credit approvals for counterparties by monitoring

the securities values on daily basis and by requiring additional collateral as needed

At December 31 2012 customer margin securities of $199185 and stock borrowings of approximately

$7858 were available to the Company to utilize as collateral on various borrowings or for other purposes

At December 31 2012 the Company had utilized portion of these available securities as collateral for

0CC margin requirements of 102051 customer short sales of $20341 and securities lending

transactions of $1742

Legal Contingencies In the ordinary course of business the Company is subject to lawsuits

arbitrations claims and other legal proceedings Management cannot predict with certainty the outcome

of pending legal proceedings substantial adverse judgment or other resolution regarding the

proceedings could have material adverse effect on the Companys financial condition However in the

opinion of management and after consultation with legal counsel the outcome of any pending

proceedings is not likely to have material adverse effect on the financial condition of the Company

Regulatory Matters On April 16 2012 the Company was charged by the SEC in an administrative

proceeding alleging violations of the firms close-out obligations under SEC Regulation 5110 short sale

delivery rules in connection with certain customer trading activity Trial in the administrative proceeding

commenced September 2012 The Company disputes the allegations and is contesting the charges The

Company recorded contingent liability associated with this matter at December 31 2012

11



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

Guarantees The Company clears its clients futures transactions on an omnibus basis through

futures commission merchant The Company has agreed to indemnify its third-party clearing broker and

its clearing futures commission merchants for losses that they may sustain for the client accounts

introduced to them by the Company The Company provides guarantees to its clearing organizations and

exchanges under their standard membership agreements which require members to guarantee the

performance of other members Under the agreements if another member becomes unable to satisfy its

obligations to the clearing organization or exchange other members would be required to meet shortfalls

The Companys liability under these arrangements is not quantifiable and may exceed the cash and

securities it has posted as collateral However the Company believes that it is unlikely that it will have to

make any material payments under these arrangements and no liabilities related to these guarantees have

been recognized in the accompanying financial statement

12 Retirement Plan

Upon completing three months of consecutive service employees of the Company may participate in

CSCs qualified retirement plan the SchwabPlan Retirement Savings and Investment Plan CSC may
match certain employee contributions or make additional contributions to this plan at its discretion

13 Stock Incentive Plans Consolidated CSC Information

Employees officers and directors of the Company participate in stock incentive plans sponsored by CSC
The following summarizes these plans

CSC issues shares for stock options and restricted stock awards from treasury
stock At December 31

2012 CSC was authorized to grant up to 45 million common shares under its existing stock incentive

plans Additionally at December 31 2012 CSC had 43 million shares reserved for future issuance under

its employee stock purchase plan

As of December 31 2012 there was $191 million of total unrecognized compensation cost net of

forfeitures related to outstanding stock options restricted stock awards and restricted stock units which

is expected to be recognized through 2016 with remaining weighted-average service period of 2.8 years

Stock Option Plan

Options are granted for the purchase of shares of common stock at an exercise price not less than market

value on the date of grant and expire within seven or ten years from the date of grant Options generally

vest annually over three- to five-year period from the date of grant Certain options were granted at an

exercise price above the market value of common stock on the date of grant i.e premium-priced

options

12



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

CSCs stock option activity is summarized below

Weighted-

Weighted- Average Aggregate

Number Average Remaining Intrinsic

of Options Exercise Price Contractual Value

in millions per Share Life in years in millions

Outstanding at December 31 2011 58 16.20

Granted 11 13.51

Exercised 10.81

Forfeited 13.99

Expired 16.80

Outstanding at December31 2012 57 16.04 6.70 39

Vested and expected to vest at December 31 2012 54 16.16 6.59 36

VestedandexercisableatDecember3l2012 31 17.73 5.11 13

The aggregate intrinsic value in the table above represents the difference between CSCs closing stock

price and the exercise price of each in-the-money option on the last trading day of the period presented

Information on stock options granted and exercised during 2012 is presented below

Weighted-average fair value of options granted per share 4.07

Cash received from options exercised in millions 35

Tax benefit realized on options exercised in millions

Aggregate intrinsic value of options exercised in millions

Management uses binomial option pricing model to estimate the fair value of options granted The

binomial model takes into account the contractual term of the stock option expected volatility dividend

yield and risk-free interest rate Expected volatility is based on the implied volatility of publicly-traded

options on CSCs stock Dividend yield is based on the average historical CSC dividend yield The risk-

free interest rate is based on the yield of U.S Treasury zero-coupon issue with remaining term similar

to the contractual term of the option Management uses historical option exercise data which includes

employee termination data to estimate the probability of future option exercises Management uses the

Black-Scholes model to solve for the expected life of options valued with the binomial model presented

below The assumptions used to value CSC options granted during 2012 and their expected lives were

as follows

Weighted-average expected dividend yield .99%

Weighted-average expected volatility 31%

Weighted-average risk-free interest rate 1.8%

Expected life in years 3.0-6.7

Restricted Stock Units

Restricted stock units are awards that entitle the holder to receive shares of CSC common stock

following vesting period Restricted stock units are restricted from transfer or sale and generally vest

annually over three- to five-year period while some vest based upon CSC achieving certain financial or

13



OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

other measures The fair value of restricted stock units is based on the market price of CSCs stock on the

date of grant The
grant

date fair value is amortized to compensation expense on straight-line basis over

the requisite service period The total fair value of the restricted stock units that vested during 2012 was

$30 million

CSCs restricted stock units activity is summarized below

Restricted Stock Units

Weighted-

Number Average Grant

of Units Date Fair Value

in llip ner IJnit

Outstanding at December 31 2011 13.23

Granted 13.60

Vested 13.55

Forfeited 13.29

Outstanding at December 31 2012 11 13.34

14 Regulatory Requirements

The Company is subject to Rule 5c3- under the Securities Exchange Act of 1934 The Uniform Net

Capital Rule The Company computes net capital under the alternative method permitted by the Uniform

Net Capital Rule This method requires the maintenance of minimumnet capital as defined of the greater

of 2% of aggregate debit balances arising from client transactions or minimumdollar requirement of

$250 which is based on the type of business conducted by the Company Under the alternative method

the Company may not repay subordinated borrowings pay cash dividends or make any unsecured

advances or loans to its parent company or employees if such payment would result in net capital

amount of less than 5% of aggregate debit balances or less than 120% of its minimum dollar requirement

The Company is also subject to the CFTC Regulation 1.17 Reg 1.17 under the Commodity Exchange

Act administered by the CFTC and the NFA which also requires the maintenance of minimumnet

capital The Company as futures commission merchant is required to maintain minimum net capital

equal to the greater of its net capital requirement under Reg 1.17 1000 or the sum of 8% of the total

risk margin requirements for all positions carried in client accounts and 8% of the total risk margin

requirements for all positions carried in non-client accounts as defined in Reg 1.17

At December 31 2012 the Companys net capital was $86744 40% of aggregate debit balances which

was $81471 in excess of its minimumrequired net capital and $76011 in excess of 5% of aggregate debit

balances

The Company is also subject to Rule 15c3-3 under the Securities Exchange Act of 1934 which requires

the Company to maintain cash or qualified securities in segregated reserve account for the exclusive

benefit of clients In addition additional amounts are segregated in accordance with the regulations of the

CFTC governing futures commission merchants In accordance with Rule 5c3-3 the Company had

$937331 of its cash segregated for the exclusive benefit of clients at December 31 2012 In addition the

Company had $2980 segregated relating to its proprietary accounts of introducing broker dealers

$102377 segregated relating to clients domestic commodity futures positions and $4871 segregated
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OPTIONSXPRESS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2012

In thousands except option price amounts or as noted

relating to clients foreign commodity futures positions pursuant to CFTC Regulation 30.7 as of

December 31 2012 On January 2013 the Company withdrew net amount of $5066 from its

segregated reserve bank accounts

The Company intends to pay dividends during 2013 to its Parent subject to regulatory requirements and

approvals

15 Related-Party Transactions

The Company provides securities and futures clearing and execution services on fully disclosed basis to

its affiliate broker-dealers optionsXpress Australia Pty Limited and optionsXpress Singapore Pte Ltd

In addition the Company provided certain support services to its affiliates including the use of personnel

facilities and equipment

The Company pays rent for office facilities that are leased by the Parent

At December 31 2012 the Company had payable of $1415 due to the Parent for various advances that

the Parent made to the Company

Beginning in 2012 the Company began enabling clients to sweep excess cash held in brokerage accounts

into deposit accounts at Charles Schwab Bank subsidiary of CSC At December 31 2012 these sweep

deposit balances totaled $1306431

The Company has an unsecured credit facility with CSC of $200000 which is scheduled to expire in

December 2014 There were no borrowings outstanding under this facility at December 31 2012

Borrowings under this facility do not qualify as regulatory capital for the Company

16 Subsequent Events

The Company has evaluated the impact of events that have occurred subsequent to December 31 2012

through the date the statement of financial condition was filed with the SEC Based on this evaluation

other than as recorded or disclosed within this statement of financial condition and related notes the

Company has determined none of these events were required to be recognized or disclosed
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optionsXpress Inc

In planning and performing our audit of the financial statements of optionsXpress Inc the Company
wholly owned subsidiary of optionsXpress Holdings Inc wholly owned subsidiary of The Charles

Schwab Corporation as of and for the year ended December 31 2012 on which we issued our report

dated February 26 2013 and such report expressed an unqualified opinion on those financial statements

in accordance with auditing standards generally accepted in the United States of America we considered

the Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control Accordingly we

do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities This study included tests of compliance with such practices and

procedures that we considered relevant to the objectives stated in Rule 7a-5g in the following

making the periodic computations of aggregate debits and net capital under Rule 17a-3a11 and the

reserve required by Rule 5c3-3e making the quarterly securities examinations counts

verifications and comparisons and the recordation of differences required by Rule 17a-13 complying

with the requirements for prompt payment for securities under Section of Federal Reserve Regulation

of the Board of Governors of the Federal Reserve System and obtaining and maintaining physical

possession or control of all fully paid and excess margin securities of customers as required by

Rule 15c3-3

In addition as required by Regulation 1.16 of the Commodity Futures Trading Commission CFTC we

have made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding customer and firm assets This study included tests of such practices

and procedures that we considered relevant to the objectives stated in Regulation 1.16 in the following

making the periodic computations of minimum financial requirements pursuant to Regulation 1.17

making the daily computations of the segregation requirements of Section 4da2 of the Commodity

Exchange Act and the regulations thereunder and the segregation of funds based on such computations

and making the daily computations of the foreign futures and foreign options secured amount

requirements pursuant to Regulation 30.7 of the CFTC

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraphs In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraphs and to assess whether those

practices and procedures can be expected to achieve the SECs and the CFTCs above-mentioned

objectives Two of the objectives of internal control and the practices and procedures are to provide

management with reasonable but not absolute assurance that assets for which the Company has

responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are

executed in accordance with managements authorization and recorded properly to permit preparation of

financial statements in conformity with generally accepted accounting principles Rule 7a-5g and

Regulation 1.16d2 list additional objectives of the practices and procedures listed in the preceding

paragraphs

Member of
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Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future periods

is subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis significant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet important

enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second and

third paragraphs of this report are considered by the SEC and CFTC to be adequate for their purposes in

accordance with the Securities Exchange Act of 1934 the Commodity Exchange Act and related

regulations and that practices and procedures that do not accomplish such objectives in all material

respects indicate material inadequacy for such purposes Based on this understanding and on our study

we believe that the Companys practices and procedures as described in the second and third paragraphs

of this report were adequate at December 31 2012 to meet the SECs and CFTCs objectives other than

as discussed above

This report is intended solely for the information and use of the Board of Directors management the

SEC the CFTC the Financial Industry Regulatory Authority the National Futures Association and other

regulatory agencies that rely on Rule 17a-5g under the Securities Exchange Act of 1934 Regulation

1.16 of the CFTC or both in their regulation of registered broker-dealers and futures commission

merchants and is not intended to be and should not be used by anyone other than these specified parties

Yours truly




